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INDEPENDENT AUDITORS' REPORT
TO: THE OFFICIALS OF THE INDIANA STATE TEACHERS' RETIREMENT FUND

We have audited the accompanying statement of plan net assets of the Indiana State Teachers'
Retirement Fund as of June 30, 2000 and the related statement of changes in plan net assets for the year
then ended. These financial statements are the responsibility of the Fund's management. Our responsibility
is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with generally accepted auditing standards and Government
Auditing Standards. These standards require that we plan and perform the audit to obtain reasonabie assur-
ance about whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
includes assessing the accounting principles used and significant estimates made by management, as well
as evaluating the overall financial statement presentation. We believe that our audit provides a reasonable
basis for our opinion.

As discussed in Note 1, the financial statements of the Indiana State Teachers' Retirement Fund are
intended to present the financial position and resuits of operations of only the portion of the funds of the State
that are attributable to the transactions of the fund.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the Indiana State Teachers' Retirement Fund as of June 30, 2000 and the results of its
operations for the year then ended in conformity with generally accepted accounting principles.

STATE BOARD OF ACCOUNTS
November 16, 2000



INDIANA STATE TEACHERS' RETIREMENT FUND
STATEMENT OF PLAN NET ASSETS

June 30, 2000

Assets
Cash and Cash Equivalents
Securities Lending Collatera!

Receivables
Employer Contributions Receivable
Due From PERF
Member Contributions Receivable
Receivable From State Lottery
Receivables for Securities Sold
Investments Interest Receivable

Total Receivables

investments
Bonds
Equity Investments
Real Estate

Total Investments

Furniture and Equipment {Original Cost of $377,276 .
Net of $354,556 Accumuiated Depreciation)

Insurance Premium Paid in Advance
Total Assets
Liabilities

Accrued Benefits Payable

Accrued Salaries Payable (See Note 1)

Accrued Liability for Compensated Absences - Current
Accrued Liability for Compensated Absences - Long-Term
Accounts Payable

Due Te PERF

Securities Lending Collateral

Payables for Securities Purchased

Total Current Liabilities

Net Assets Heid in Trust for Pension Benefits

{A schedule of funding progress is presented on Page 15)

$ 292,259,211

347,707,350

18,233,449
4,496,808
28,054,396
7,500,000
37,482,378
43,135819

138,902,850

2,847,218,589
2,370,449,667
260,000

5,217,928,256

22,720

36

5,996,820,423

7,810,204
69,574

6,933

128,612
3,533,470
4,950,986
347,707,350
55,028,072

419,235,291

$ 5,577,585,132

The accompanying notes are an integral part of the financial statements.



INDIANA STATE TEACHERS' RETIREMENT FUND
STATEMENT OF CHANGES IN PLAN NET ASSETS
Year Ended June 30, 2000

Additions
Contributions
Member Contributions
Employer Contributions
Employer Contributions - Pension Stabilization

Total Contributions

Investments
Net Appreciation (Depreciation) in Fair Value
Interest Income
Dividend Income
Securities Lending Income
Less investment Expense
Investment Fees
Securities Lending Fees

Net Investment Income

Other Additions
Transfers From Other Retirement Funds
Annuity and Disability Refunds
Outdated Benefit Checks
Reimbursement of Administrative Expense

Totai Other Additions
Total Additions

Deductions
Annuity and Disability Benefits
Voluntary and Death Withdrawals
Refunds - Members/School Units
Claims on Qutdated Benefit Checks
Administrative Expenses
Capital Projects
Depreciation Expenses
Transfers to Other Retirement Funds

Total Deductions
Net increase (Decrease)

Net Assets Held in Trust for Pension Benefits
Beginning of Year

End of Year

$ 101456614
483,634,870
162,500,000

747,591,484

176,225,279
206,314,694
24,223.978
21,145,610

(9,893,748)
(20,157 483)

387,858,330

1,755,319
1,185,925 -

22,529

2,963,773

1,148,413,587

529,723,007
9,439,365
23,027
3,627,148
1,852,752
65,157

__ 1035801

545,766,257

602,647,330

.4,974,937,802

$ 5577.,585132

The accompanying notes are an integral part of the financial statements.



INDIANA STATE TEACHERS' RETIREMENT FUND
NOTES TO FINANCIAL STATEMENTS
June 30, 2000

Note 1. Summary of Significant Accounting Policies

A. Reporting Entity - The financial statements presented in this report represent only those funds
that the Indiana State Teachers' Retirement Fund has responsibility for and are not intended to
present the financial position or results of operations of the State of Indiana or all of the
retirement and benefit plans administered by the State. As of June 30, 2000, the Indiana State
Teachers' Retirement Fund (TRF) was an agency of the State of Indiana. Effective July 1, 2000,
TRF became an independent corporate and politic {Public Law 119-2000). TRF is not a depart-
ment or agency of the State but is an independent instrumentality exercising essential govern-
ment functions. Although TRF is not a state agency, it is a component unit of the State of
Indiana for financial statement reporting purposes.

B. Basis of Presentation - The financial statements of the Indiana State Teachers' Retirement Fund
have been prepared in conformity with generally accepted accounting principles (GAAP) as
applied to governmental units. The Governmental Accounting Standards Board (GASB) is the
accepted standards setting body for established governmental accounting and financial reporting
principles.

C. Fund Accounting - The State of Indiana uses funds and account groups to report on its financial
position and the results of its operations. Fund accounting is designed to demonstrate legal
compliance and to aid financial management by segregating transactions related to certain gov-
ernmental functions or activities. -

A fund is a separate accounting entity with a self-balancing set of accounts. An account group,
on the other hand, is a financial reporting device designed to provide accountability for certain
assets and liabilities that are not recorded in the funds because they do not directly affect net
expendable available financial resources.

Funds are classified into three categories: governmental, proprietary and fiduciary. Each cate-
gory, in turn, is divided into separate "fund types."

Governmental funds are used to account for all or most of a government’s general activities,
including the collection and disbursement of earmarked monies (special revenue funds), the
servicing of general iong-term debt (debt service funds), and the acquisition or construction of
general fixed assets (capital projects funds). The General Fund is used to account for ail activ-
ities of the general government not accounted for in some other fund.

Proprietary funds are used to account for activities similar to those in the private sector, where
the determination of net income is necessary or useful to sound financial administration. Goods
or services from such activities can be provided either to outside parties {enterprise funds} or
government {internal service funds).

Fiduciary funds are used to account for assets held on behalf of outside parties, including other
governmental units, or on behalf of other funds within the same governmental unit. When these
assets are held under the terms of a formal trust agreement, either a pension trust fund, a
nonexpendable trust fund or an expendable trust fund is used. The terms “"nonexpendable” and
"expendable” refer to whether or not the government is under an obligation to maintain the trust
principal. Agency funds generally are used to account for assets that the government holds on
behalf of others as their agent.

The Indiana State Teachers' Retirement Fund is a pension trust fund. For a description of this
fund, see Note 2.



INDIANA STATE TEACHERS' RETIREMENT FUND
NOTES TO FINANCIAL STATEMENTS
June 30, 2000
{Continued)

. Basis of Accounting - The records of this Fund are maintained on a cash basis. The accrual
basis is used for reporting purposes.

The accounting and financial reporting treatment applied to a fund is determined by its measure-
ment focus. Pension trust funds are accounted for on a flow of economic resources measure-
ment focus. With this measurement focus, all assets and all liabilities associated with the opera-
tion of these funds are included in the balance sheet.

. Budgets - State agencies, as part of the State of Indiana, submit proposed budgets on a biennial

basis to the State Budget Agency. The State Budget Agency reviews the proposal and makes
changes to them before submitting a total budget proposal to the Indiana General Assembly.
After budget hearings the General Assembly appropriates funds for state agencies’ operations,
property maintenance, grants and special projects. For operations, the appropriations are
divided into two components; Personal Services for salaries, wages and relating benefits, and
Other Operating Expenses.

The Budget Agency limits the agency's ability to make purchases by allotting a portion of the
appropriations. The appropriated money has to be aliotted before it can be disbursed. The
Indiana State Teachers' Retirement Fund receives appropriations from the state that represent
employer contributions. Pensions, annuities, and benefits are not appropriated before being
disbursed.

Deposits and Investments - The Treasurer of State acts as the official custodian of the cash and
securities, except for securities held by banks or trust companies under custodial agreements
with the Board of Trustees. The Board of Trustees may contract with investment counsel, trust
companies, or banks to assist the Board in its investment program. The Board is required to
diversify investments in accordance with prudent investment standards. The Board has issued
investment guidelines for its investment program which authorized investments of: U.S. Treas-
ury and Agency obligations, U.S. Government securities, common stock, international equity,
corporate bonds, notes and debentures, repurchase agreements secured by U.S. Treasury
obligations, mortgage securities, commercial paper, and banker's acceptances. See Note 4 for
more details.

. Method Used to Value Investments - GASB 25 requires that investments of defined benefit plans
be reported at fair value. Short-term investments are reported at cost, which approximates fair
value. Securities traded on a national or international exchange are valued at the last reported
sales price at current exchange rates. Mortgages are valued on the basis of future principal and
interest payments, and are discounted at prevailing interest rates for similar instruments. Invest-
ments that do not have an established market are reported at estimated fair vaiue.

. Equipment - Equipment with a cost of $5,000 or more is capitalized at the original cost. Depre-
ciation is computed on the straight-line method over the estimated five year life of ail assets.

Contributions Receivable - The contributions receivable was determined by using actual contri-
butions received in July for days paid in the quarter ended June 30, 2000.

Inventories - inventories of consumable supplies are not recognized on the balance sheet as
they are considered immaterial. Purchases of consumable supplies are recognized as expen-
ditures at the time of purchase.
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INDIANA STATE TEACHERS' RETIREMENT FUND
NOTES TO FINANCIAL STATEMENTS
June 30, 2000
{Continued)

Reserves and Designations

The following are the legally required reserves and other designations of fund equity:

1. Member Reserve: The member's reserve represents member contributions made by or on
the behalf of the employees plus any interest distributions, less amounts refunded or trans-
ferred to the Benefits in Force reserve for retirement disability, or other benefit. For Indiana
State Teachers' Retirement Fund this reserve is the employees' annuity savings account.

2. Benefits in Force: This reserve represents the actuarially present value of future benefits
for all members who are presently retired or disabled. The accumulated contributions of the
members are transferred to the reserve upon retirement or disability. The remainder of the
actuarial pension cost is transferred from the employer reserve to fund the benefits. This
reserve contains $1,672,647,180 for the Pension Stabilization Fund. The Pension Stabiliza-
tion Fund was established by IC 21-6.1-2-8.

3. Employer Reserves: This reserve consists of the accumulated employer contributions plus
earnings distributions less transfers made to the benefits in force reserve of the actuarial
pension cost.

4. Undistributed |Investment Income Reserve: This reserve was credited with all investment
earnings. Interest transfers have been made annually to the other reserves as allowed or
required by statutes. The transfers are at rates established by the Board of Trustees.

The following are the balances of the reserves and designations of fund equity:

Member Employer Benefits Undistributed
Reserve Reserve in Force income

§2,665.979.303 § 163,515.524 § 2.520.006.400 § 228 545 549

Payables and Liabilities - Payables and liabilities are not maintained throughout the year on the
accounting records. They are calculated or estimated for financial statement reporting purposes
and are posted to the general ledger at year end.

Compensated Absences - Full-fime employees of the State of Indiana are permitied to accumu-
late earned but unused vacation and sick pay benefits. Vacation leave accumulates at the rate
of one day per month and sick leave at the rate of one day every two months plus an extra day
every four months. Bonus vacation days are awarded upon completion of five, ten and twenty
years of employment. Personal leave days are earned at the rate of one day every four months;
any personal accumulated in excess of three days automatically becomes part of the sick leave
balance. Upon separation of service, in good standing, empioyees will be paid for a maximum
of thirty unused vacation leave days.

No liability is reported for unpaid accumulated sick leave. Vacation and personal leave and
salary-related payments that are expected to be liquidated with expendable available financial
resources are reported as an expenditure and as Accrued Compensated Absences Payable.



INDIANA STATE TEACHERS' RETIREMENT FUND
NOTES TO FINANCIAL STATEMENTS
June 30, 2000
(Continued})

Note 2. Fund Description

The indiana State Teachers' Retirement Fund is the administrator of a multiple-employer retirement
fund established to provide pension benefits for persons who are engaged in teaching or in the
supervision of teaching in the public schools of the state. At June 30, 2000, the number of partici-
pating scheool unit employers was:

Public School Units 317
Higher Education Units 4
State of Indiana Agencies 29
Associations _3
Total Employers 353

Membership in the Fund is required for all legally qualified and regularly employed teachers who
serve in the public schools of Indiana, including the faculty at Vincennes University. Additionally,
faculty members at Ball State University, Indiana State University, and University of Southern
tndiana have the option of selecting membership in the Fund or the alternate University Plan. As
of July 1, 1999, Indiana State Teachers' Retirement Fund membership consisted of.

Retirees and Beneficiaries Currently Receiving Benefits 32,048
Active Plan Members 77,745
Terminated Plan Members Entitled to But Not Yet Receiving Benefits _ 4,131
Total | 113,924

The Indiana State Teachers' Retirement Fund provides retirement benefits, as well as death and
disability benefits. Eligibility to refire occurs at age fifty with fifteen or more years of service or at age
sixty-five with ten years of service. Annual retirement benefits, disability benefits, and death benefits
are computed as follows:

Regutar Retirement (No Redugtion Factor For Age)

Eligibility - Age sixty-five with ten years service or age fifty-five with age plus years of service equal-
ing at least eighty-five or age sixty with at least fifteen years of service.

Mandatory Retirement Age - none.

Annual Amount - State pension equal to total years of service times 1.1% of final average salary;
plus an annuity purchased by the member's accumulated contributions unless the member elects
to withdraw the accumulated contributions in a lump sum.

Type of Final Average Salary - Average of highest five years.

Early Retirement {(Age Reduction Factor Used)

Eligibility - Age fifty with fifteen or more years service.

Annual Amount - State pension is computed as regular retirement benefit but reduced one-tenth of

1% for each month age at retirement is between sixty and sixty-five and five-twelfths of 1% for each
month under age sixty. -



INDIANA STATE TEACHERS' RETIREMENT FUND
NOTES TO FINANCIAL STATEMENTS
June 30, 2000
{Continued)

Deferred Retirement (Vested Benefit)

Eligibility - Ten years of service. Benefit commences at age sixty-five, or at age fifty if member has
fifteen or more years of service.

Annual Amount - Computed as a regular retirement benefit with state pension based on service and
final average salary at termination.

Regular Disability
Eligibility - Five years of service.
Annual Amount - $125 per month plus $5 for each year of service credit over five years.
isability Retirement (No Reduction Factor For Age
Eligibility - Five years of service and also qualify for Social Security Disability at time of termination.

Annual Amount - Computed as a regular retirement benefit with state pension based on service and
final average salary at termination.

Duty Death Before Retirement

Eligibility - Fifteen years of service. Spouse to whom member had been married for two or more
years is automatically eligible, or a dependent may be designated as beneficiary.

Annual Amount - Computed as regular retirement benefit but reduced in accordance with a 100%
foint and survivor election.

Benefit Increases After Retirement: No automatic increases after retirement are provided. Unsched-
uled increases have been made from time to time.

Each member shall, as a condition of employment, contribute to the Fund 3% of his/her compen-
sation. Effective July 1, 1986, each employing unit may elect to "pick up" the employee contribution.
No part of the member contributions to the Fund picked up by the employer is includable in the gross
income of the member. The "pick up"” amount does count in the salaries used to determine the final
average at retirement. Any member who leaves covered employment has the option to withdraw
accumulated contributions and interest. In the event of a death of a member who has served less
than fifteen years or does not meet the surviving spouse requirements, their designated beneficiary
or estate is entitled to a lump sum settlement of their contributions plus interest.

Indiana pension statutes stipulates that each member of the Fund shall have the opportunity to direct
their annuity savings account into one of five current investment programs:

1. The Guaranteed Fund - Interest is credited at a rate annually determined by the Board of
Trustees. Principal and interest are "guaranteed.” Market risk is assumed by the Fund.

2. The Bond Fund - Contains high quality fixed-income instruments which provide interest/capital
gain income. Market risk is assumed by the member.

-10-



Note 3.

Note 4.

INDIANA STATE TEACHERS' RETIREMENT FUND
NOTES TO FINANCIAL STATEMENTS
June 30, 2000
(Continued)

3. S & P 500 Index Fund - Closely fracts the return on the S & P 500 Index by employing an index-
ing strategy that invest in the stocks of the S & P 500 Index companies. Market risk is assumed
by the member.

4. Small Cap Equity Fund - Consist of stocks with a market capitalization of less than $1.5 billion.
Market risk is assumed by the member.

5. Interational Equity Fund - Consists of securities of developed non-U.S. countries. Market risk
is assumed by the member.

The Guaranteed Fund, Bond Fund, S & P 500 Index Fund, Small Cap Fund and International Fund
are valued at market value. When a member retires, dies or suspends membership and withdraws
from the fund, the amount credited to the member shall be valued at the market value of the
member’s investment plus accrued interest on investment less accrued investment expenses.

Members may only make a selection or re-allocation once during any twelve month period. The
changes will be in effect the first month of the quarter following the request for change. Members
may request allocations to one or all of the approved funds, as long as those allocations are made
in 10% increments of the total balance in the member's account at the time of allocation. The total
must equal 100%.

Employer Contributions Required and Employer Contributions Made

The Indiana State Teachers’ Retirement Fund is funded on a "pay as you go" basis for employees
hired prior to July 1, 1995. State appropriations are made for the amount of estimated pension bene-
fit payout for each fiscal year. For employees hired on or after July 1, 1995, the individual employer
will make annual contributions. These contributions are actuarially determined.

Based on the actuarial valuation at June 30, 1999, employer actuarially required contributions were
$547,532,673 normal cost, with no amortization of the unfunded actuarial accrued liability and zero
provision for expenses. Contributions made by employers for the year ended June 30, 2000 totaled
$646,134,870 which was 19.6% of covered payroll.

Cash, Investments and Securities Lending

Investments made by the Indiana State Teachers' Fund, including repurchase agreements, are sum-
marized below. The investments that are represented by specific identifiable investment securities
are classified as to credit risk by the three categories described below:

Category 1 includes investments that are insured or registered or for which securities are held by
the State or its agent in the State's name. Category 2 includes uninsured and unregistered invest-
ments for which the securities are held by the counterparty's trust department or its agency in the
State's name. Category 3 includes uninsured and unregistered investments for which the securities
are held by the counterparty’s trust department or agent but not in the State's name.

11-



INDIANA STATE TEACHERS' RETIREMENT FUND
NOTES TO FINANCIAL STATEMENTS
June 30, 2000
{Continued)

State statutes and Board of Trustees permit the Fund to lend securities to broker-dealers and other
entities (borrowers) for collateral that will be returned for the same securities in the future. The
Fund's custodial bank manages the securities lending program and receives securities or cash as
collateral. The collateral securities cannot be pledged or sold by the Fund unless the borrower
defauilts, but cash collateral may be invested by the Fund. Collateral securities and cash are initially
pledged at 102% of the market value of the securities lent. No more than 40% of Teachers' Retire-
ment Fund's total assets may be lent at any one fime. At year-end, Teachers' Retirement Fund has
no credit risk exposure to borrowers because the amount Teachers' Retirement Fund owes the
borrowers exceed the amounts the borrowers owe Teachers' Retirernent Fund.

‘Approximately 25% of the securities loans can be terminated on demand either by the Fund or by
“the borrower, although generally the average term of these loans is one day. Cash collateral is
generally invested in securities of a longer term, generally with maturities up {o one year, and the
weighted - average term to maturity of all collateral investments was thirty days.

Category
1 2 3 _Market Value
Equity Securities $2315,034281 & -3 — $ 2,315,034,281
Corporate Bonds
Not on Securities Loan 1,200,060,815 - - 1,200,060,815
On Securities Loan - 134,754,089 134,754,089
Foreign Bonds 4,983,597 - - 4,983,597
Mortgage Securities
Not on Securities Loan 24,128,112 - - 24,128,112
On Securities Loan - 10,000,000 - 10,000,000
U.S. Treasury and Agency Obligations
Not on Securities Loan 1,161,417,046 - - 1,161,417,046
On Securities Loan - 153,034,830 - 153,034,830
Investments on Securities Loan '
Repurchase Agreements - 242,684,325 - 242,684,325
Certificate of Deposit : 15,000,000 15,000,000
Time Deposit - 5,000,000 -~ 5,000,000
Total Investments Categorized $4706623.851 5 0604732449 -3 5266097095
Investm Not Categorized Market Vaiue
Investments Held by Broker - Dealers Under
Securities Loans With Cash Collateral
Equity Securities $ 55,299,629
Corporate Bonds 113,876,716
United States Government Securities 122,697,897
Mortgage securities 7,288.512
Total Investment Not Categorized § 200162754

12-



INDIANA STATE TEACHERS' RETIREMENT FUND
NOTES TO FINANCIAL STATEMENTS
June 30, 2000
(Continued)

Note 5. Erﬁployee Retirement System

The State of Indiana contributes to the indiana Public Employees' Retirement Fund {PERF), an
agent multiple-employer retirement system which acts as a common investment and administrative
agent for state employees and employees of the various subdivisions of the State of Indiana. In
addition, the State of Indiana contributes to the Indiana State Teachers' Retirement Fund (TRF) for
state employees who are eligible to be members of that plan. The payroll for the employees covered
by Indiana State Teachers' Retirement Fund for the year ended June 30, 2000 was $102,254 and
the payroli for the employees covered by Indiana Public Employees' Retirement Fund was $908,689.

Al full-ime employees covered by PERF are required, after one year of service, to participate in the
plan. State statutes govern most requirements of the system, including the benefits which vest after
ten years of service. Employees who retire may receive benefits with fifteen years of service if they
have reached fifty years of age. An employee may receive benefits at age sixty-five with ten years
of service. All full-time employees covered by TRF and retiring after May 1, 1989 may receive
normal benefits at age sixty with at least fifteen years of service; or the member is at least fifty-five
years of age and the years of age and years of creditable service add up to at least eighty-five.

The plan is a defined benefit plan. Contributions equal to three percent of each employee’s com-
pensation is required which may be paid by the employer or withheld from employees. The State
pays the three percent contribution for its employees. Benefits from this three percent depends on
the amount contributed, plus investment earnings. Employees who leave employment before
qualifying for benefits receive this accumulated contribution, plus the investment earnings credited.

PERF's funding policy provides for actuarially determined periodic contributions at rates that, for
individual employees, increase gradually over time so that sufficient assets will be available to pay
benefits when due. The rate for the State’s employee group as a whole has tended to remain level
as a percentage of annual covered payroll. PERF uses the entry age normal cost method to deter-
mine the contribution requirements and the actuarial accrued liability. The State's annual contribu-
tion to PERF consists of the amortization of the unfunded actuarial accrued liability (expressed as
a level dollar amount), plus the entry age normal cost (expressed as a percentage of total payroll).

The amortization of the unfunded actuarial accrued liability is the level dollar payment necessary to
amortize the unfunded actuarial accrued liability. The initial 1975 liability is being amortized over
forty years from the date of change, with the exception that changes in liabilities due to cost of living
adjustments are being amortized over fifteen years. The entry age normal cost is determined on an
individual basis and then increased proportionally to account for PERF operational expenses. TRF,
on the other hand, is funded on a pay-as-you-go basis for employees hired prior to July 1, 1995, with
the state appropriating only the amount necessary to fund the benefits due in a particular year. For
employees hired on or after July 1, 1995, the employer makes annual contributions. The General
Assembly is required to appropriate an amount sufficient to cover the state's actuarial liability for
each member covered by the pre-1996 account and for each state employee covered by the 1996
account.

The State, as the employer, makes contributions to PERF in accordance with actuarially determined

requirements computed through an actuarial valuation. These contributions are paid through the
individual state agencies using the actuarial percentages.

13-



Note 6.

Note 7.

" Note 8.

INDIANA STATE TEACHERS' RETIREMENT FUND
NOTES TO FINANCIAL STATEMENTS
June 30, 2000
(Continued)

Deferred Compensation Plan

The State offers its employees a deferred compensation plan (the plan} created in accordance with
Internal Revenue Code Section 457. The plan, available to all State employees and employees of
certain quasi-agencies and political subdivisions within the State, permits them to defer a portion of
their salary until future years. The deferred compensation is not available to employees until termi-
nation, retirement, death, or unforeseeable emergency.

All amounts of compensation deferred under the plan, all property and rights purchased with those
amounts, and all income attributable to those amounts, property, or rights are {until paid or made

available to the employee or other beneficiary) held for the exclusive benefit of participants of the

plan and their beneficiaries as required by section 457(g) of the Internal Revenue Code.

The state has established a deferred compensation committee that holds the fiduciary responsibility
for the plan. The committee holds the deferred amounts in an expendable trust.

Contingent Liabilities

The Indiana State Teachers' Retirement Fund is defendant in various lawsuits. Although the
outcome of these lawsuits is not presently determinable, the resolution of these matters will not have
a material or adverse effect on the financial condition of the Fund. Tort claims are paid from the
General Fund of the State of Indiana through the Attorney General's Office and are not paid by the
Fund.

Risk Management

The Fund is exposed to various risks of loss refated to torts; theft of, damage to, and destruction of
assets; errors and omissions; job related illnesses or injuries to employees; and natural disasters.

The policy of the Fund is not to purchase commercial insurance for the risks of loss related to torts;

theft of, damage to, and destruction of assets; errors and omissions; job related itinesses or injuries
to employees; and natural disasters.

-14-



INDIANA STATE TEACHERS' RETIREMENT FUND
REQUIRED SUPPLEMENTAL SCHEDULES
June 30, 2000
SCHEDULE OF FUNDING PROGRESS

{Dollar Amounts in Millions)

Actuarial
Accrued UAAL asa
Actuarial Liability Unfunded Percentage
Actuarial  Value of (ALL) - AAL Funded Covered of Covered
Valuation Assets  Entry Age (UAAL) Ratio Payroll Payroll
Date (a) (b) (b-a) {a/b) (c) {{b-a)/c)
6-30-04 $ 280989 9,088 $ 6,279 30.91% $ 2,615 240.11%
6-30-95 2,984 9,675 6,691 30.84% 2,729 245.18%
6-30-96 3,263 10,331 7,068 31.58% 2,879 245.50%
6-30-97 3,750 11,044 7,294 33.96% 2,985 244.36%
6-30-98 4,266 11,779 7,513 36.22% 3,005 242.75%
6-30-99 4,971 12,671 7,700 39.23% 3,294 233.76%

SCHEDULE OF CONTRIBUTIONS FROM THE EMPLOYERS
AND OTHER CONTRIBUTING ENTITIES

Year Annual
Ended Required Percentage
June 30 _ Contribution = Contributed

1994 $ 456,846,570 63%
1995 481,927,124 65%
1996 508,940,065  106%
1997 508,259,679 92%
1998 524,815,537 117%
1999 547,532,673 118%

NOTES TO REQUIRED SUPPLEMENTAL SCHEDULES

The information presented in the required suppiementary schedules was determined as part of the
actuarial vatuations at the dates indicated. Additional information as of the latest actuarial valuation follows.

Valuation Date June 30, 1999
Actuarial Cost Method Entry Age
Amortization Method Level Percent Closed
Remaining Amortization Period 40 Years
Asset Valuation Method Book Value
Actuarial Assumptions:
Investment Rate of Return 7.50%
Projected Salary Increases 5.50% to 10.60%
Poslt Retirement Benefit Increases 5.50%
Cost of Living Increases Unscheduled Increases Periodically
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INDIANA STATE TEACHERS' RETIREMENT FUND
AUDIT RESULTS AND COMMENTS
June 30, 2000

BANK ACCOUNT RECONCILIATIONS

As stated in the prior audit reports (B13435 and B10370), the Indiana State Teachers' Retirement
Fund maintains a checking account for the purpose of issuing the monthly benefit checks.

Depository reconciliations of the checking account balance to Teachers' Retirement Fund accounting
system were incorrect. The outstanding check balance per the accounting system was greater than the
checking account balance.

Each agency, department, institution or office should have internal controls in effect which provide
reasonable assurance regarding the refiability of financial information and records, effectiveness and efficiency
of operations, proper execution of management's objectives, and compliance with laws and regulations.
{Accounting and Uniform Compliance Guidelines Manual for State Agencies, Page 1:5)
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INDIANA STATE TEACHERS' RETIREMENT FUND
EXIT CONFERENCE

The contents of this report were discussed on December 21, 2000, with Dr. William Christopher,
Director. The official response to the audit findings has been made a part of this report and may be found on
Page 18.
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Indiana State Teachers' Retirement Fund

FRANK O'BANNON, Governor 150 West Market Street, Suite 300
WILLIAM E. CHRISTOPHER, Ph.D., Director Indianapdlis, Indiana 46204-2809

Telephone: (317 ) 232-3860
Toll-Free (888) 286-3544
FAX: (317) 232-3882

TTD: (317) 233-3306

Home Page: <http:/fwww.state.in.us/rs>
OFFICIAL RESPONSE e-mail: if@state.in.us

December 22, 2000

Charles Johnson, 1l

State Examiner

State Board of Accounts

302 W Washington St, Room E418
Indianapoiis, IN 46204-2738

Dear Mr. Johnson:

in response to the “Audit Resuits and Comments * that pertain to the audit of the Indiana State
Teachers’ Retirement Fund for the fiscal year ending June 30, 2000, | would fike to state our agency’s
position.

Since the implementation of our current data processing system in 1992 TRF has not been satisfied
with the outstanding check reconcilement function of the system. This function does not seem to be
able to account for outstanding checks, replacement checks, and manual checks in a manner that
allows us to reconcile to our bank account statement accurately. Effective on January 1, 2001 we are
opening two bank accounts to handle the payment of pension benefits to our members. One account
will handle direct deposits and the other account will handle paper checks. These accounts will offer

“positive pay” and full account reconcilement services provided by the bank. The “positive pay” feature
will have us inform the bank of each check we are writing and the amount of that check before we send
the checks to the payee. In addition to our regular monthly check file we will enter all replacement and
manual checks directly into the banks data base from our office. From this information, our bank will be
able to perform full account reconcilement services. in addition, since the “posttive pay” feature allows
us to pre-authorize all payments made to our account, any fraudulent payments will be caught as soon
as they are presented to our bank for payment. We believe that after these accounts and services are
implemented that we will be able to reconcile our outstanding checks to our bank statement. Thls has
always been our goal and we believe we now have the tools to make this happen.

Sincerely,

William E.
Director
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